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UK: SLACK FALLING QUICKLY 

Berenberg Macro Flash 

 

 Employment 

change, 

3m/ 3m, Aug 

Unemployment 

rate, Aug 

 

Average earnings 
3m/ yoy, Aug 

Jobless Claims 
Change, Sept 

Actual 46k 6.0% 0.7% -18.6k 
Previous 74k 6.2% 0.6% -33.2k 
Consensus 30k 6.1% 0.7% -35k 
Berenberg 30k 6.1% 0.7% -35k 
 
Slack keeps falling sharply. UK unemployment dropped again, to 6.0% in August from 6.2% in July, surprising consen-
sus. Another fall in jobless claims in September signals that no let up in those unemployment falls is in sight. In the past 
year, unemployment has fallen the most on record (records began in 1972). Wage growth, however, remains stubbornly 
weak. Average earnings rose just 0.7% yoy in August, up slightly from 0.6% yoy in July. Jobless drops and continued eco-
nomic growth point to better wage growth to come, which should relieve some of the downside pressures on inflation. But 
wage growth will increase only gradually. The BoE will not be contemplating rate hikes for now, with the Eurozone stalled 
and UK inflationary pressure subdued. We expect the current gloom about the Eurozone to fade in the new year as geopo-
litical tensions ease. If the jobless queue’s keep shrinking in the meantime, as seems likely, then rate hike discussions should 
come back on the agenda early next year. The risks to our February hike call have, however, risen following surprisingly low 
inflation and continued falls in German confidence. 
 
Weak wages signal there has been plenty of slack in the labour market, but that slack is falling quickly. Wages 
reflect where slack has been, not where it is now. The rate of unemployment the economy can bear is very uncertain. In the 
five years before the crisis, the unemployment rate averaged 5.1%, not all that far below current levels. There are very very 
tentative signs of some improvement in wage growth. Private sector regular pay – that is, earnings excluding bonuses – rose 
1.4% yoy in August and is up 1.1% since March. Regular pay is probably a better guide to the underlying changes in the 
labour market than volatile bonuses. Bonuses were weak in August, which kept whole economy total earnings subdued. 
Importantly for the Bank of England, the inactivity rate – the proportion of the population not actively seeking work – rose 
in the latest numbers. Rising numbers of older workers looking for work has been one factor keeping a lid on wage growth 
(and productivity) over the past few years. Similarly, rising average hours have relieved some of the pressure on wages that 
might otherwise have emerged. That process seems to be stalling now, which could help wage growth over the next year or 
two. Vacancies rose close to a record high in the latest month, another signal of tightening in the labour market. 
 
The central bank’s balancing act could get trickier. If the unemployment rate keeps falling rapidly, rate setters may 
need to hike rates even with inflation below target because of the chances that price gains would pick up in the future. We 
expect inflation to change little from its current level over the next year or so, before the effects of oil price falls drop out of 
the index and the tightening labour market begins to show up in better wage gains, pushing inflation back up to target. Right 
now, policy makers will probably be more concerned by stalling Eurozone growth than a headline inflation figure dragged 
down by commodity prices. We expect just a temporary softening of growth through the second half of this year, before 
momentum picks back up again next year. If that happens, and unemployment keeps falling, rate hikes should return to the 
agenda early next year. However, if the Eurozone slowdown is deeper or more prolonged than we anticipate, then the BoE 
could delay hikes until the summer. 
 
UK Labour market 
 AUG JUL JUN MAY APR MAR 

Employment change 46k 74k 167k 254k 345k 283k 

Unemployment rate 6.0% 6.2% 6.4% 6.5% 6.6% 6.8% 

Average earnings, 3m yoy 0.7% 0.6% -0.1% 0.4% 0.8% 1.9% 

Average earnings, ex bonus, 3m yoy 0.9% 0.8% 0.7% 0.7% 0.9% 1.3% 
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